Introduction
The macroeconomic policy plays crucial role in providing sustainable and credible economic stability in a country, thus creating the environment for the fast economic growth. This task is primarily achieved through monetary and fiscal policies as its fundamental components. But, the necessary precondition for the successful functioning of an economy is the existence of coordinated activities of monetary and fiscal policies, since the absence of this coordination leads to a poor overall economic performance. Although these policies are conducted by two separate authorities, they are mutually dependent, and therefore, it is extremely important to accomplish a consistent and sustainable policy-mix framework, within which monetary and fiscal policies will be harmonized, to avoid possible inconsistencies (Kvrgić, Čolić, & Vujović, 2011) .
While fiscal policy is mainly concerned with the public expenditures and revenues, monetary policy deals with the discretionary control of money supply. Namely, through fiscal policy instruments and measures, modern governments participate in almost every part of social and economic life by influencing aggregate demand and supply, attempting to create the full employment conditions and moderate inflation, leading the policy of stable foreign trade balance and supporting steady economic development. Additionally, prudent and sustainable fiscal posture promotes "non-inflationary economic growth, low and stable levels of fiscal deficit and public debt, reduction of budget im-balances in situations of high fiscal deficit and public debt" (Chukuigwe & Abili, 2008, p. 60 ).
On the other hand, monetary policy is mostly focused on accomplishing stability of prices thus avoiding high inflation rates, stable and stimulating exchange rate resulting in positive balance of payment and satisfactory level of employment. Besides, it influences the output level and economic growth rate and moderates excessive aggregate liquidity in the economy.
Indisputably, both monetary and fiscal policies have been proved to have inevitable roles in the macroeconomic stabilization, particularly within developing countries, but then again the Keynesians and the monetarists have had attentive debate over the usefulness of these policies. While the monetarists consider monetary policy to have greater influence on economic activity, the Keynesian believe that this is the case with fiscal policy. Generally, both the government spending increase or the expansionary monetary policy, resulting in the investment increase through reduced interest rates, contributes to an output increase (Rakic, Pesic, & Radjenovic, 2012, p. 395) . As a result, there are certain situations where monetary policy is effective and others in which fiscal policy performs better.
Notwithstanding the confirmed efficiency these policies have on economic activities in numerous economies, both policies have exerted insufficient or inadequate usage in Serbia. Therefore, the intention of this research is to test the comparative efficiency of monetary and fiscal policy in Serbia by employing the regression analysis. First, we will clarify the monetary and fiscal policy interactions and their influence on the economic growth, and then we will focus on the review of prior empirical studies. Special attention will be given to data used for empirical investigation. The remaining part of the paper is dedicated to the model specification, discussion of the obtained results and concluding remarks.
Monetary and Fiscal Policy Interactions and Their Impact on Economic Growth
Since the overall performance of macroeconomic policy depends on the mutual connections between the monetary and fiscal policy instruments, it is important to explore the different interaction channels between these policy instruments. When the influence of monetary policy on fiscal policy is in question, two direct transmission mechanisms can be identified -interest rates and inflation rates.
Firstly, interest rates have direct impact on fiscal positions by influencing servicing costs as well as sustainability of debt. According to Lane (2002, p. 5) "volatility in interest rates induces fluctuations in the level of the primary surplus required to stabilize the debt-output ratio". Namely, this effect is bigger when the debt level is higher.
Likewise, the level and volatility of inflation rates affects public finances. High inflation rates reduce the actual value of debt obligations unindexed in domestic-currency, thus leading to the increase in real tax burden and creating incentives to defer tax payments. Additionally, price inflation contributes to the public expenditures increase through salary increase for government employees. As a result, public finances become more unpredictable and fiscal planning extremely difficult.
Furthermore, monetary policy can have indirect effect on fiscal policy. When monetary strategy is directed toward smoothing the unnecessary output oscillations, then fiscal policy instruments are committed to accomplish social objectives and the efficiency at microeconomic level. But, when monetary policy is not committed to output stabilization, then primarily goal of fiscal authorities is pursuit of countercyclical stabilization policies.
Conversely, in recent years more consideration has been given to the possible influence of fiscal policy on the monetary policy. For example, expansionary fiscal policy may potentially jeopardize the stability of prices if it results in the economy overheating, thus demanding offsetting monetary intervention, the intensity of which will depend on the relative importance that price stability has over output stabilization for monetary authorities.
Additionally, monetary policy can be influenced by the level of public debt. Namely, an increase in government liabilities diminishes the level of savings and increases interest rates, resulting in the reduction of the potential output level, thus requiring a restrictive monetary policy. Other fiscal policy components that may well unfavorably impact the potential level of output and accordingly require a more restrictive monetary policy are: unproductive public projects, ineffective tax systems and too large transfer packages. Since the clear effect of such fiscal distortions on economic development is debatable, it is demanding for monetary authorities to determine the proper response.
Besides these indirect fiscal policy effects on the monetary policy, through the state of the real economy, price level dynamics may be directly affected by the public debt level. As Lane (2002, p. 7) explained "high nominal unindexed debt places pressure on the central bank to unleash a surprise inflation, in order to erode the real value of the debt". And above, empirical cross-country study conducted by Campillo & Miron (1997) has proven that a strong correlation exists between high initial levels of public debt and average inflation rates.
Undoubtedly, monetary and fiscal policies are mutually interrelated in numerous ways, and this puts additional pressure on the monetary and fiscal authorities to pool resources in order to accomplish efficient outcomes. But, the complexity of policy creation is even more difficult owing to the economic environment uncertainty as well as the nature of policy interactions.
As we mentioned earlier, the Keynesians-monetarists debate about the relative efficiency of monetary and fiscal policies in rising output, exists for years. Hence, it is significant to observe the cases in which fiscal policy performs better, and those in which only monetary policy works.
Those supporting Keynesian theory put attention on the liquidity trap, as the extreme special case in which fiscal policy works. When the economy finds itself in the liquidity trap situation, then any further money supply increase will not lead to the interest rate reduction, since interest rate has already reached its minimum level. If in such situation investments "are not big enough to provide expenditure equal to the full employment output, then monetary policy will fail to increase investments and restore full employment" (Rakic et al., 2012, p. 395) . But, fiscal policy will increase the output through government expenditure augmentation, due to the fact that interest rates do not raise whatsoever and there is no crowding out of private investments to offset these effects.
The opposite situation, in which monetary policy works while fiscal policy does not, is based on the Quantity Theory of Money by which changes in stock of money (M) directly affect changes in national income value (PY) when the velocity of circulation is constant (V) (Ajisafe & Folorunso, 2002, p. 29) . Furthermore, if the price level (P) is fixed, then Y can change only if stock of money varies, meaning that change in government expenditure will have no effect on the real income, and thus fiscal policy is ineffective while monetary policy increases real output.
Given the above discussion, we will now focus on the previous empirical studies to explore which policy has demonstrated greater impact on the economic activity.
Theoretical Background
The impact of monetary and fiscal policies on economic growth has been one of the most debated and contested issues in economics. Despite the voluminous empirical literature investigating the relative effectiveness of fiscal and monetary policies and their influence on the economic growth in both developed and developing countries, the results are mixed. Andersen and Jordan (1968) empirically investigated relations among measures of fiscal and monetary actions and total spending in United States, by employing regression analysis on quarterly data. GNP was used as the measure of economic activity, money stock and monetary base as measures of monetary actions, and high employment budget surplus, high employment expenditure and high employment receipt as measures of fiscal actions. These authors examined propositions by which the reaction of economic activity to fiscal actions compared to the monetary actions is greater (I), more predictable (II) and faster (III), and rejected them thus concluding that monetary actions should have greater confidence than fiscal actions.
These findings were also confirmed by Senbet (2011) , who investigated the influence of monetary and fiscal policies on the U.S. real economic activity, using quarterly data between 1959:1 and 2010:2 by employing Granger causality tests and VAR models. The results he obtained from both models suggested that monetary policy affects the real output relatively better than fiscal policy. Ajayi (1974) highlighted that in developing economies, such as Nigeria, the emphasis is constantly on fiscal policy. But the estimation results, obtained by employing ordinary least square (OLS) technique to the numerous variables of monetary and fiscal policies, revealed quite opposite situation where monetary influences are greater and more likely than fiscal ones. Therefore, he concluded that greater confidence should be placed on monetary actions.
These findings were confirmed by Ajisafe and Folorunso (2002) who examined series of annual data for the period 1970-1998 and discovered that monetary policy exerts greater impact on Nigerian economic activity comparing to fiscal policy.
The latest study by Okoro (2013) on the monetary policy influence on economic growth in Nigeria from 1970-2010, showed the existence of a long-run equilibrium relationship between instruments of monetary policy and economic growth. Namely, the results identified that negative correlations exist between GDP and interest and inflation rate, whereas money supply, exchange rate and credit to the economy were positively correlated with GDP.
Similar results were obtained by Elliot (1975) , who studied the significance of changes in money supply compared to changes in government expenditure in order to explain variations in nominal GNP and reached the conclusion that nominal GNP is more sensitive to monetary movements than to government expenditure changes.
Furthermore, Batten and Hafer (1983) These results were confirmed for Pakistan for the period 1981-2009 by Jawaid, Arif and Naeemullah (2010). Namely, they investigated the effectiveness of fiscal and monetary policy on economic growth in Pakistan using annual time series data. Although the co-integration results indicated that both policies have significant and positive effect on economic growth, the greater coefficient of monetary policy implied that monetary policy is more effective than fiscal policy in enhancing economic growth in Pakistan.
However, opposing results were obtained by Chowdhury (1986) Similar results were obtained by Olaloye and Ikhide (1995) for Nigerian economy. Namely, they estimated monthly data for the period 1986-1991 and their findings revealed that fiscal policy is more influential on the economic activity than monetary policy, thus implying the relative effectiveness of fiscal policies in Nigeria at least in the period of depression.
Furthermore, Ogbole, Amadi and Essi (2011) studied the impact of fiscal policy on the economic growth in Nigeria during regulation (1970) (1971) (1972) (1973) (1974) (1975) (1976) (1977) (1978) (1979) (1980) (1981) (1982) (1983) (1984) (1985) and deregulation (1986-2006) periods and concluded that the impact was marginally higher during deregulation, than in regulation period.
Research conducted by M'Amanja and Morrissey (2005) demonstrated that fiscal policy matters for economic growth in Kenya. Namely, productive consumption expenditure has a strong negative effect on growth, while government investment can enhance growth of real per capita income.
Besides, study by Enache (2009) discovered several measures of fiscal policy that contributed to the increase in the real GDP growth rate in Romania, i.e. "a reduction of distortionary public revenues compensated by a reduction of unproductive public expenditures, a reduction of budget deficit compensated by a reduction of the unproductive public expenditures, a reduction of the budget deficit compensated by a corresponding increase in the nondistortionary public revenues" (p. 511).
However, the empirical results from the research conducted by Waranya (2007) while more opened developing countries exhibited relatively poor performance of public policy, the results for the industrialized countries were unclear, although in rather closed economies public policy had very limited power; -while in developed countries, which adopted inflation-targeting, the monetary aggregates growth rate was no longer significant as monetary policy instrument, the situation was quite opposite with developing countries in which the framework was just adopted; -in industrialized countries that had constant budged deficits and high levels of public debt, inflation rates were negatively influenced by the budget balance growth rate; -government spending in developing countries had greater influence than in industrialized countries.
Finally, the dissimilarities in the results of the various researchers suggest that none of the policies can be thought of as superior to the other and their relative effectiveness in any economy depends on the prevailing economic and political conditions at any point in time.
From the above mentioned empirical studies, we can deduce that in order to determine the impact of monetary and fiscal policies on the economic activities, various techniques and variables are used. The variables used in these studies can be divided in several categories: -monetary policy variables: interest rate, inflation rate, exchange rate, money supply, broad money; -fiscal policy variables: public revenues, public expenditures, government investments, budget deficit, budget surplus; -growth variables: logarithm of real GDP, GDP growth rate, nominal income, nominal income growth rate.
In this paper, by using some of above mentioned variables and methodologies, we will examine the relative influence of monetary and fiscal policies on the economic activity in Serbia and thus attempt to fill the existing gap in the literature.
Fiscal and Monetary Policy in Serbia
For better understanding of fiscal and monetary implications on the economic growth, it is necessary to closely look at fiscal and monetary policies and their objectives in Serbia. Namely, Serbia is a transition country and as many other former socialist countries of the Central and Eastern Europe (CEE), its public sector roles had to be redefined in order to reach the market economy.
However, the transition process was not easy because it was followed by the reduction of real GDP, employment and living conditions of citizens, resulting in drastic decline in public revenues, while public expenditures were not declining at the same trend. Consequently, the process of fiscal adjustment was complicated and long-lasting, especially in the first years of transition. Comparing to other CEE countries, the transition and fiscal adjustment process in Serbia started ten years later with a very bad initial economic and social position. During 1990s public expenditures were very high (due to the country recovery from the NATO bombing, high subsidies to the economy and large public administration) while on the other hand public revenues were lower than in other CEE countries (due to declining economic activity and foreign trade, tax evasion etc.).
From 2000 onwards the fiscal policy has been relatively loose and both public revenues and expenditures have significantly increased, but public investments have still been on the low level of 2.3% GDP (Šestović, 2008) . Due to the successfully conducted tax reform and better control of public revenues collection, their participation in GDP has increased, but Serbia still reported budget deficits. During 2004-2005 fiscal adjustments on the expenditure side resulted in budget surplus. Namely, owing to high inflows from privatization, which enabled expenditures increase without new public debt, fiscal policy turned to more expansive path in the next period.
Despite expansive fiscal policy, the tendency of public debt reduction was continued and in 2008 it reached the level below 30% of GDP (Ministry of Finance, 2012). But, economic crisis severely hit the Serbian economy in 2009. Negative consequences for public finance were extensive and by the end of 2011 public debt exceeded the limit of 45%. In crisis conditions fiscal policy had hard task to moderate the negative consequences of crisis, without jeopardizing public finance sustainability in medium and long term. By employing discretionary measures, fiscal policy played important role in stabiliz-ing economy in 2009 when budget deficit increased to 4.5% of GDP. But, the short term budget deficit increase is a reasonable measure, due to the significant economic contraction and external adjustment. In the next mid-term period, the main challenge for the fiscal policy will be a credible strategy for strengthening public finance and sustainable level of deficit and debt trends. This is supported by defined fiscal rules by which (Government of the Republic of Serbia, 2010, p. 30):
-annual target fiscal deficit in mid-term should be 1% GDP; -general government debt, excluding restitution-related obligations, should not exceed 45% GDP.
In addition to fiscal policy measures for overcoming crisis conditions, numerous monetary policy measures were adopted, such as: favorable loans for liquidity and investments, consumer loans for citizens, residential loans and reduction of the required reserves. In Serbia monetary policy is mostly used for coping with inflation. (Fig. 1) .
Consequently, the primary objective of monetary policy is to reach the inflation target in the medium term, thus contributing to the financial system stability and sustainable economic growth. Monetary policy objective for 2013 is expressed numerically as the annual percentage change in the consumer price index and is set at 4.0%±1.5 percentage points, which is above the quantitative definition of price stability and the inflation targets of advanced economies (2.0% or 2.5%) (National Bank of Serbia, 2012). The inflation target is based on the assessment that the process of structural reforms and price liberalization, i.e. nominal, real and structural convergence towards the European Union, will not be completed until 2014. Having discussed the main implications and objectives of fiscal and monetary policy in Serbia, we will proceed with the empirical analysis of their relative effectiveness on the economic activity.
Data and Methodology
For measuring the monetary policy impact on the economic growth, the narrow money and the broad money are used, while for measuring the influence of the fiscal policy, the government revenues, government expenditures and government budget deficit are employed. Our a-priory expectations are that GDP is positively related to both monetary and fiscal policy variables. The empirical results in this study have been attained by using STATA 8.0 computer package for econometric data analysis and estimation. But, before we proceed with evaluation of the above regression models, we will first start with unit root tests used for testing stationarity in the time series data and the cointegration used for testing the long-run relationship between the independent and dependent variables. The results of stationarity analysis by using Dickey-Fuller (DF) and Augmented Dickey-Fuller (ADF) tests are presented in Table 1 . The ADF is based on the following regression equation with constant and trend (Gujarati, 2003) :
The null hypothesis is that 0   , indicating that the series is nonstationary; whereas the alternative hypothesis is that 0   . This test follows a tau statistic ( ). If the computed absolute value of  statistic exceeds the critical value than null hypothesis should be rejected, the series is stationary or integrated of order zero -I(0). However, if there is a unit root, and by differencing the series once it becomes stationary, then it is integrated of order one -I(1).
Using DF test, all variables except for narrow money and broad money are considered stationary at their levels since each computed absolute value of  statistic exceeds the 1% critical value. Again, using ADF test, the null hypothesis of non-stationarity is rejected for GDP at 1% critical value and for government expenditures at 5% critical value. Additional tests are conducted to determine whether first differencing contributes to the stationarity of variables and this is also reported in Table 1 . The reported findings confirm that after differencing once all variables become stationary.
In order to test whether variables are cointegrated the Engle-Granger (EG) method will be applied on the residuals from the long run equilibrium (Brooks, 2002) . The null hypothesis implies the non-stationarity of the residuals, i.e. having unit roots, while the alternative hypothesis suggests that there are no unit roots in the residuals. This test consists of two phases -firstly, the long run equation is estimated and secondly, DF and ADF tests are applied on the residuals from the equation estimated in the first phase. The results of cointegration tests are reported in Table 2 . Based on the obtained results we can conclude that all variables are cointegrated meaning that a long-term relationship exists among them. Once we proved the existence of the relationship between monetary and fiscal policy variables and GDP, we will now estimate the above presented regression models.
Discussion of Regression Analysis Results
Regression analysis results of the estimated regression models are presented in Table 3 . First model (R1) estimates the impact of narrow money on the economic growth. The basic assumption of the model is a positive value of the regression coefficient - . Based on the values in Table 3 , we can see that the basic assumption is satisfied, i.e. the value of regression coefficient shows a positive correlation -if we increase narrow money by 1%, GDP will increase by 0.21%. This model suggests positive correlation between monetary policy and economic growth, since 52.38% change in the economic growth is explained by this model. Second model (R2) evaluates the impact of broad money on the economic growth. The basic assumption of the model is positive value of the regression coefficient - . The coefficient of broad money shows positive correlation with economic growth and is statistically significant meaning that if the broad money increases by 1%, GDP will increase by 0.15%. Variable in this model explain 47.93% changes in the economic growth.
Third model (R3) analyses the influence of budget deficit on the economic growth. Regression coefficient is statistically significant and shows strong positive correlation. If budget deficit increases by 1%, GDP will increase by 0.06%. This variable explains only 23.60% changes in the economic growthFourth model (R4) analyzes the impact of government expenditures on the GDP. This variable is statistically significant and also has a positive correlation with GDP. If government expenditures increase by 1%, GDP will increase by 0.22%. This model explains 62.09% changes in GDP.
Apart from previous models that analyze the impact of single variables on the economic growth, fifth model (R5) evaluates the joint impact of fiscal policy variables on the economic growth -budget deficit and government revenues. Parameters of the estimated regression model show that budget deficit is statistically insignificant for the economic growth, while government revenues are statistically significant. Both regression coefficients exhibit positive correlation, i.e. their increase lead to increase of GDP. If the government revenues increase by 1%, GDP will increase by 0.26%. Variables in this model explain 78.34% changes in the economic growth.
Finally, models (R6) and (R7) evaluate the joint impact of monetary and fiscal policy variables on the economic growth. All regression coefficients exhibit positive correlation with GDP, but fiscal policy variable is statistically insignificant, while both monetary policy variables are statistically significant. These models explain 59.68% and 55.54% changes in the economic growth, respectively.
Conclusion
In this paper, the comparative analysis of the fiscal and monetary policy influences on the economic activity in Serbia is presented. The results of the unit root and cointegration tests indicate long-term relationship between monetary and fiscal policy variables and GDP. The regression models show that the monetary policy variables positively influence economic growth. Thereby, narrow money plays crucial role considering its stimulating influence on the economic growth.
Regarding fiscal policy variables, the results are mixed. Namely, both budget deficit and government expenditures exhibit strong positive correlation with GDP, but when government revenues are included in the model the budget deficit coefficient becomes statistically insignificant, thus its potential to in-crease economic growth is not exploited. Similar results were obtained in the models that combine the monetary and fiscal policy variables. While monetary policy variables have strong positive correlation with GDP, the fiscal policy variables have no power in enhancing economic growth.
Obtained results certainly imply that monetary policy is relatively effective in stimulating Serbian economy compared to fiscal policy. Such results may partially be explained by the unsatisfactory level of coordination between monetary and fiscal policies in previous period. During the forthcoming period, monetary and fiscal policymakers will be faced with several challenges, especially concerning the achievement of the macroeconomic stability and economic growth through low inflationary environment, sustainable balance of payment and fiscal position. Thus, special attention in the next period should be given to the fiscal policy in order to enhance its efficiency.
